There is a widespread opinion that goods, especially foods, and services in Russia are very cheap as compared to the US. A number of Russian statistical indicators characterizing the cost of living, either directly or indirectly, seemingly corroborate this opinion. This paper demonstrates that these indicators are biased, sufficiently understating the cost of living in Russia. A comparison of Russian actual prices for foods with those in the US evidences that they are comparable. Moreover, the Russian prices are tending to catch up with the US prices.
INTRODUCTION
There is a widespread opinion that goods, especially foods, and services in Russia are very cheap as compared to the US. A number of Russian statistical indicators that either directly or indirectly characterize the cost of living seemingly corroborate this opinion. These are the minimum monthly wage, subsistence minimum (as well as the cost of staples basket used for estimating it), and average income in the top decile of the income distribution.
Indeed, taking the minimum monthly wage, one would think of it as an amount sufficient for, at least, healthy nutrition. The subsistence minimum should give an idea of the poverty threshold, while the cost of staples basket should show minimum expenses for healthy nutrition. Being converted into US dollars, all these figures are very small. At first sight, the impression of cheapness in Russia is corroborated by the income in the top 10-percent group. It is also fairly small; therefore one could conclude that if so small income provides belonging a person to the reach, then the cost of living in the country is indeed very low. However, these figures even by themselves can give rise to some doubts. In particular, comparing the minimum wage and subsistence minimum, a strange thing is seen: the former is smaller than the latter; thus, such a wage would place a person receiving it below the poverty threshold.
This paper demonstrates that all these indicators are in fact severely biased, sufficiently understating the cost of living in Russia. It discusses construction of each indicator and reveals reasons for biases. Confronting Russian actual prices for foods with those in the US, the paper shows that prices in these countries are comparable. Moreover, the Russian prices are tending to catch up with the US prices. Two periods are considered, the end of 2004 and the middle of 2008.
Some indicators are available only on the regional level. In such a case, the Novosibirsk Oblast is considered as a representative of typical Russian region, since prices and incomes here are not far from the national averages. To convert Russian monetary figures to US dollars, average monthly and quarterly exchange rates are used. They are computed as the arithmetic means of daily exchange rates drawn from the web site of the Central Bank of Russia (http://www.cbr.ru/currency_base/dynamics.asp).
The rest of the paper is organized as follows. The next section deals with the high end of the standard of living, considering the top decile of the income distribution. After that, the low end is considered in two sections; Section 3 discusses the minimum wage, and Section 4 discusses the subsistence minimum. Section 5 compares prices for some constituents of the latter (as well as prices for some other foods) in Russia and the US. In Section 6, dynamics of inflation in Russia and the dollar/ruble exchange rate are confronted, showing changes in the purchasing power of the US dollar in the Russian consumer market. Section 7 concludes.
INCOMES OF THE TOP DECILE
The average income in the top 10 percent of the income distribution in Russia would give an idea of a very high standard of living, so indirectly characterizing the cost of living in the country.
Unfortunately, the Russian Statistical Agency, Rosstat (formerly, Goskomstat), does not publish such data regularly. Therefore, they are to be estimated from available data.
The average monthly per capita income in the 10-percent group of people with maximum incomes was equal to $292.23 per month in the fourth quarter of 2002 (according to the Rosstat database; the figure obtained from a personal communication). To extrapolate this figure, let us assume that it rises in parallel with the population average income. In the fourth quarter of 2004, the latter was equal to $264.73, or 182.9 percent relative to the same period of 2002 (computed from Goskomstat, 2003a, p. 391, and Rosstat, 2005a, p. 409) . And so, the average monthly income in the top decile of the income distribution was crudely $534 per capita as of the fourth quarter of 2004.
This amount is fairly small, giving the impression that the cost of living in Russia is very low (or, which is hardly probable, that the rich in Russia are in fact very poor as compared to the developed countries). However, the official figure is far from reality. The Russian official statistics sufficiently understates personal incomes, especially the high ones. The main points are as follows.
Given the large proportion of the poor in Russia, the top decile is not that of only better-offs; it can contain a significant proportion of low-income people. The intuition can be captured by a simple example. Let there be 100 people; 90 of them have zero income, and 10 have income of $3,000.
Thus, the average income in the top decile is $3,000. Let us add 100 more people with zero income.
Then the average income in the top decile falls to $1,500. Such a phenomenon in the percentile representation of income distributions is well known to economists engaged in studies of incomes.
Because of it, caution is needed in treating a highly polarized income distribution. Thus, in the case of Russia, belonging of a person to the top 10-percent income group (as it is defined by the official statistics) does not indicate per se his/her high standard of living.
Rosstat uses two kinds of data on incomes. The first one is based on reports from various sources and pretends to cover personal incomes of almost entire population (of Russia or a relevant region). The second kind is based on budget surveys covering a certain population sample. Rosstat does not report which kind of data it involves in calculation of the income distributions.
Regarding income data of the first kind, they are not reliable enough. One of reasons is in that because of high payroll tax many employers pay the most part of wage/salary informally, documenting much lesser amounts in bookkeeping (as well as statistical) reporting. And the higher the earnings, the larger their hidden part. According to Kurakin (2008) (Pelekhatskaya, 2004) ; and the middle class is not the most top income group.
Income data obtained through the budget surveys are reliable by themselves, but they do not represent all income classes. A household participates in the surveys for some modest fee, on a voluntary and long-term basis. As is well known, such a sample is biased towards the low-income end (since the mentioned fee is too small for better-offs; moreover, they are not inclined to disclose their incomes). If Rosstat uses the survey data to calculate the income distributions, then the actual highest-income group is not present at all in the distributions. Hence, the income in the top decile is sufficiently understated in this case as well.
It is worth noting that the indicator under consideration is becoming more reasonable over time. For example, in the second quarter of 2008, the average monthly income in the top decile was equal to $1,915.48 per capita, $632.17 being the population average income (computed from Rosstat, 2008e, p. 451 ; the proportion of the top decile of the income distribution in the total income is taken as of the first quarter of 2008 from Rosstat, 2008b, p. 220) . Nonetheless, this amount is also severely underestimated, as numerous publications prove.
MINIMUM WAGE
Let us turn now to the opposite end of the welfare scale, to indicators characterizing minimal standards of living.
The Russian legislation fixes the minimum monthly wage (the exact term is "the minimum amount of labor payment"). It plays several roles. First, the minimum wage is a lower bound for wages and salaries in private institutions. Second, it serves as a base for determining salaries in state-run institutions (such as public schools, health care institutions, libraries, etc.); the salary of an employee is determined as the minimal monthly wage multiplied by a coefficient depending on employee's category. (There are 18 categories, the coefficient for employees with category 1, say, office-cleaners, equaling 1.0.) In the recent years, however, the Russian labor legislation tends to depart from such a system. Third, the minimum wage served also as a base for determining sick benefits, alimonies, fines, etc. Thus, it operated as a "monetary unit." This role was prescribed to the minimum monthly wage in 1995, the time of galloping inflation in Russia; were the abovementioned payments denominated in rubles, they needed to be permanently changed. The "monetary-unit" role of the minimum wage was limited in 2001 (by fixing its value at a constant level for fines and some other payments), and finally abolished by the Federal Law (2007) .
Unlike the US, the Russian minimum wage is not indexed routinely according to inflation rates, but is fixed from time to time by special federal laws. The reason is in that a rise in the minimum wage increases the budget burden (on the federal and regional levels) because of increasing salaries in the state-run institutions. And so, changes in the minimum wage are determined by possibilities of the state budget rather than by inflation rates. Thus, the minimum wage does not concern at all the cost of living in the country.
According to Russian government's intentions, the minimum wage should eventually come up with the minimum subsistence level, but so far it is much lower than the subsistence level. For this reason, albeit the minimum wage is indexed irregularly, the increases take the lead over inflation. Table 1 tabulates the values of the minimum monthly wage over a span of time covering that under consideration. Federal Law (2003 , 2007 . b Sources: Goskomstat (2003b, p. 377) and Rosstat (2004, p. 370; 2005a, p. 393; 2005b, p. 397; 2005c, p. 387; 2006b, p. 399; 2006c, p. 377; 2007a, p. 398; 2007b, p. 424; 2008d, p. 411 In addition to the amounts of the minimum monthly wage, Table 1 compares them with the cost of staples basket (the country weighted average). This comparison evidences that not only the minimum wage is lower than the subsistence minimum. Strikingly, it does not suffice (except for the amount in June 2008) even for purchase of the staples basket, so dooming a recipient to starvation.
This fact along with the above considerations suggests that the minimum monthly wage is improper indicator for judging the cost of living in Russia.
SUBSISTENCE MINIMUM AND THE STAPLES BASKET
The Presidential Decree (1992) defined two indicators of the minimal living standard. The first one is a minimum consumer budget. It was intended for build-up of long-term socio-economic policy. There is no information whether this indicator was actually used for this purpose. It seems that it was not (and still is not). Anyway, the minimum consumer budget did not find wide application and was not considered as an official statistical indicator. Curiously, it is little known even to Russian economists. This may be a reason why many Russian regional governments stopped calculating the minimum consumer budgets by now, although they had calculate them during some time after the mentioned Decree. The second indicator is a subsistence (physiological) minimum.
According to the Presidential Decree (1992) , it was meant to be temporary, for the period of overcoming the crisis situation in the Russian economy, after which the subsistence minimum should have been ousted by the minimum consumer budget. Albeit that crisis situation is over, the latter indicator is almost forgotten, while the former one (having lost the attribute "physiological") is extensively used, widely known, and regularly published in statistical bulletins and yearbooks.
Until 2000, the subsistence minimum was determined on the federal level. changed. Determination of the subsistence minimums was delegated to regional governments. This indicator is calculated quarterly and is approved by a governor decree. In addition to the staples basket, specific manufactured goods and services are taken into account instead of crude estimate of total expenses for them. Nonetheless, the methodology is common for all subjects of the Russian Federation, the staples basket being uniform across regions.
Judging from sums that would provide thrifty subsistence in general and frugal meal in particular, it seems that goods and services in Russia are very cheap. Indeed, in the Novosibirsk Oblast in 2004, the subsistence minimum for the fourth quarter was $98.74 per month for a working age person; and the monthly cost of the staples basket was $42.72 in December (Rosstat, 2005a, p. 418; 2004, p. 371) . In 2008, the regional subsistence minimum was $222.05 in the second quarter, the cost of the staples basket equaling $96.27 in June (Rosstat, 2008d, p. 460; 2008b, p. 411 A low-income threshold based on the TFP is adopted as the official poverty threshold of the United States. The SB, being a basis of the subsistence minimum, serves as a similar standard in Russia. However, while the TFP is a standard for a healthful diet at a minimal cost, the food consumption suggested by the SB cannot be considered as healthful; it is rather nutrition required for survival, living death (herefrom, the former attribute "physiological"). Nevertheless, even such a low level of consumption is not currently available to a considerable number of Russians. In 2004, 17.8 percent of them had incomes less than the subsistence minimum (Rosstat, 2006, p. 205) ; the figure for 2007 is 13.4 percent (Rosstat, 2008c, p. 262) . That is why so beggarly food basket is adopted: it allows to statistically "reduce" the extent of poverty in the country.
It is seen from Table 2 -even taking account of differences in food consumption patterns in the US and Russia -that the set of items and item quantities in the SB are insufficient for healthful nutrition. The quantities of main food categories are, for the most part, sufficiently lower in the SB than in the TFP. The exceptions are grains and vegetables, due to bread, potatoes, and some other cheap vegetables, traditional food of paupers in Russia. At the same time, the quantity of meat and poultry in the SB is less than half of that in the TFP, while because of colder climate Russians should consume them much more than Americans.
In December 2004, the monthly cost of the TFP basket presented in Table 2 
PRICES
The best way of confronting expenditure for the US and Russian minimal food baskets would be to compute the cost of the SB in US prices, and the cost of the TFP basket in Russian prices.
Unfortunately, this way is not available, lacking data on prices for all items in both Russian and US baskets. It is possible to compare prices for selected foods only. Table 3 tabulates these data (in the Russian data, the units of measure are converted to those used in the American data sources). Table 3 contains items that are more or less comparable between Russia and the US. However, the comparability is far from complete. The Russian staples basket contains a number of products with sufficiently lower quality than corresponding American ones. In particular, this concerns meat, sausage, milk, and cheese. Table 4 provides information on a few the same Russian products of higher, more comparable quality as well as on some additional foods (note that a few of them, e.g., alcoholic beverages, do not appear in the TFP basket). Comparing the Russian average prices with prices in the Novosibirsk Oblast, we can see that they are, as a rule, close to one another. The same is valid for the cost of the staples basket. And so, the subsistence minimum and minimum consumer budget for the Novosibirsk Oblast can represent those for Russia as a whole.
As Tables 3 and 4 evidence, there is no great difference between prices for foods in the US and Russia (the more so, if one would take products of similar quality). The arithmetic means across items from both tables (excluding vermicelli, beef, pork, and milk from Table Unfortunately, it is impossible to compare prices for manufactured goods, since such data for the US are not available. It can be only mentioned that prices for goods of quality comparable to medium quality in the US are higher in Russia, as most of these goods are imported from abroad.
Statistical data on prices for services in the US are not available as well. However, even having got such data, one should bear in mind a few Russian features while comparing prices for services between the countries. The first one regards housing. The most part of Russians live in public apartment houses; about two thirds of apartments are privatized by now. The rent for public housing is very low; no rent is paid for privatized apartments (a real estate tax is paid instead that approximately equals the public-housing rent). But if a private apartment is rented, the rent amounts to a sum comparable to that in the US: $362 on average over the country, and $500 in the Novosibirsk Oblast for a one-bedroom apartment in June 2008 (Rosstat, 2008a) .
The second feature regards health care. Formally, public health care is free of charge in Russia (more exactly, it is insurance medicine rather then free). However, because of poor financing, patients should pay informally in many cases, or buy some inventory (needed for a given kind of treatment) for physicians, such as, for example, medical gloves, syringes, etc. Certainly, the Russian official statistics does not take account of these "shadow" costs. It is worth noting that the Russian medical insurance does not cover the cost of medicines for treatment, and so, patients should buy them. Besides, the list of services provided "for free" is limited, e.g. it does not generally include high-technology services such as tomography diagnostics, etc. Moreover, the quality of public medical care and dental care is rather low; to obtain certain kinds of medical/dental care, one is put on a long waiting list. And not infrequently, this forces patients to seek private health care. Thus, the level of prices for services in Russia, be it judged on the basis of official statistical data, would turn out to be understated.
INFLATION AND EXCHANGE RATE
The opinion that the cost of living in Russia is low is a stereotype arose in 1990s and early 2000s, when goods and services in Russia were, indeed, very cheap as compared to the US (in early 1990s, even fantastically cheap). However, a few episodes apart, the general trend was in that inflation in Russia outran the US dollar/ruble exchange rate, resulting in a progressive fall of the purchasing power of dollar in the Russian consumer market. Then it rose to about 36 percent, remaining more or less stable a bit more than one year. Since
March 1999, inflation again started to outrun the dollar/ruble exchange rate, this time permanently.
In addition to that, the nominal exchange rate of dollar began falling since 
